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MEMORANDUM FOR: : THE PRESIDENT

FROM: STU EIZENSTAT
BOB GINSBURG
. pe———
SUBJECT: International Econometric Models <:7’

(Prepared at your request)

You asked for a determination of how many different
econometric models are being used by the Federal

government for international analysis. This memorandum
summarizes findings about the government's use of such models;
it also discusses the recently publicized error of the

CIA in forecasting Soviet defense expenditures.

I. USE OF ECONOMETRIC MODELS BY FEDERAL AGENCIES

With the help of CEA and CIA, we have determined
that the Federal government is now using the following
international econometric models (listed by agency use):
CIA

l. Country Models Linked by International
Transactiong/ J 25X1

2. Simulation Model of World Econometric Linkages
(a model used to assess the impact of changes 1in the

rate of growth of GNP in one or more countries);

/

3. Econometric Model of Economy; 25X1

4. Econometric Model of the §g¥igg_ggonnmy (macro-

model which forecasts annual values for GNP, incomes,
foreign trade, employment, capital stock, productivity
and wages); 25X1

5. Energy Demand Model (forecasts future levels of total
ener consumption J

ot

ESDN; ?»-!LC—% -© [N LC Review Completed j
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' 25X1
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6. Model of Gasoline Demand (forecasts demand for
agsoline ’

7. Common Fund Simulation Model (shows how commodityﬂ f
price stabllization would have worked under alternative’
buffer agency agreements); and

8. Accounting Models of OPEC and Soviet Current
Accounts (provide quick assessments of the effect
of changes in particular aspects of current accounts).

Federal Reserve

1. Balance of Payments Model of the U.S.

2. U.S. Nonagricultural Fxports and Nonfuel Imports
(forecasts quarterly volume and price of nonagricultural
exports and nonfuel imports);

3. U.S. Energy Demand Model (forecasts U.S. fuel imports):;
and ' ' ,

4. U.S. Agricultural Exports Model (forecasts volume
and price or U.S. agricultural exports - still in
development stage).

Treasury Department

-=- Project Link (ongoing attempt to develop models
for most of the world's countries and link them
through their international  transactions).

Federal Energy Administration

-- International Evaluation System (forecasts
international oil markets).

As the above listing indicates, CIA has one econometric

model for the Soviet Union economy. That model, which is  25x1
the only econometric model of the Soviet economy”

available outside the Soviet world, is known as SOVMOD;

The CIA has supplied most of the data
used by the model and is currently installing SOVMOD in
its own computers. CIA economists have great hope that
SOVMOD can supplement their traditional estimating methods
for the Soviet economy. However, the model will always

No Objection To Declassification 2008/04/29 : NLC-126-7-4-1-0
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be subject to the unavailability and inaccuracy of the
Soviet data, especially date related to defense programs.

This new model will not by itself greatly improve CIA
estimates of Soviet defense expenditures. Those
estimates are an input into the SOVMOD model -- knowledge
of Soviet defense expenditures must come from sources
other than econometric models. What SOVMOD can be
expected to do is provide greater insight into the
relationship between Soviet defense spending and the

rest of the Soviet economy.

II. FORECASTING SOVIET DEFENSE EXPENDITURES

As you probably know, Businesg Week recently published
an article accusing the CIA of having underestimated
Soviet Defense spending, primarily because of poor
economic forecasting techniques. Because your request
for information about international econometric models
came at the time of the Business Week article, we
thought you might also be interested in a brief
assessment of that article.

1. Revision of Estimates. The article accurately
reports that in May, 1976 the CIA announced a major
upward revision in its estimates of the level and trend
of Soviet ruble spending for defense:

(a) the estimate of total ruble spending for
defense was doubled;

(b) The estimate of ruble spending for Soviet
military investment -- the procurement of weapons and
equipment and the construction of facilities =-- was
increased by 2-1/2 times;

(c) The estimate for the annual growth in
Soviet defense spending in rubles for the 1970-1975
period was increased from 3% to 4 - 5%; and

(d) the estimate of Soviet defense spending as a
share of Soviet GNP over the 1970-1975 period was f’
increased from 6-8% to 11-13%. _ M
B e rva : .

2. The Method of Estimating Soviet Defens
Expenditures.

Since the Soviet Union does not publish meaningful
data on its defense spending, the CIA estimates Soviet
spending using a direct costing approach. | [25X1

| Since many of the ruble
prices are obviously not available, these are obtained by
translating the dollar costs for the items involved into

No Objection To Declassification 2008/04/29 : NLC-126-7-4-1-0
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THE WHITE HOUSE

WASHINGTON

April 8, 1977

MEMORANDUM FOR THE PRESIDENT

FROM: STU EIZENSTAT w

SUBJECT: Cables From Ambassador Strauss

Attached are two cables from Ambassador Strauss,
one dealing with the gquestion of the "gas guzzler"
tax and rebate, and the other is an informational
cable. The problem raised in his first cable
will not be resolved until Ambassador Strauss has
an opportunity for comment.

The information in the second cable may have been
communicated to you directly or indirectly, but

I did want you to see it in case you had not
received this information.

\



ACTION
FYI

THE WHITE HOUSE
WASHINGTON

MONDALE

COSTANZA

EIZENSTAT

JORDAN

LIPSHUTZ

MOORE

POWELL

WATSON

ENROLLED BILL

AGENCY REPORT

CAB DECISION

EXECUTIVE ORDER

Comments due to
Carp/Huron within
48 hours; due to
Staff Secretary
next day

FOR STAFFING

FOR INFORMATION

FROM PRESIDENT'S OUTBOX

LOG IN/TO PRESIDENT TODAY

IMMEDIATE TURNAROUND

ARAGON

BOURNE

BRZEZINSKI

BUTLER

CARP

"H. CARTER

CLOUGH

FALLOWS

FIRST LADY

GAMMILL

HARDEN

HOYT

HUTCHESON

JAGODA

KING

KRAFT

LANCE

LINDER

MITCHELL

POSTON

PRRESS

B. RATINWATER

A SCALESINGER

SCHNEIDERS

SCHULTZE

SIEGEL

SMITH

STRAUSS

WELLS

VOORDE




ACTION
FYI

=g

THE WHITE HOUSE

WASHINGTON

{‘4 .
-
Py

MONDALE

COSTANZA

ENROLLED BILL
AGENCY REPORT

EIZENSTAT

CAB DECISION

JORDAN

EXECUTIVE ORDER

LIPSHUTZ

MOORE

POWELL

WATSON

Comments due to

Carp/Huron within
48 hours;
Staff Secretary

due to

next day

FOR STAFFING

FOR INFORMATION

FROM PRESIDENT'S OUTBOX

LOG IN/TO PRESIDENT TODAY

IMMEDIATE TURNAROUND

ARAGON KRAFT
BOURNE LANCE
BRZEZINSKI LINDER
BUTLER MITCHELL
CARP POSTON

H. CARTER PRESS
CLOUGH B. RAINWATER
FALLOWS SCHLESINGEK
FIRST LADY SCHNEIDERS
GAMMILL SCHULTZE
HARDEN SIEGEL

HOYT SMITH
HUTCHESON STRAUSS
JAGODA WELLS

KING VOORDE




v

THE WHITE HOUSE
WASHINGTON

April 11, 1977
Jim Schlesinger -

The attached was returned in the
President's outbox and is forwarded
to you for your information.

Rick Hutcheson

Re: Cable from Ambassador Strauss
re "Ygas guzzler"




v e N
|  Shdesrr e
Op IMsED 4;7/’
TKI1do4 ’

DE RUEHKL #4986 wQ7aHbn
O w718427 APR 77
Fa AHENBASRY THKYD

n12 wewwwwenl 0 o BT B N T L A LewewenwS COPY

TN BECSTATE na/snl IMMEDIATE 8733
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ExpIs

FROA aTRALRS

FoRr LI%EnSTAT. Fuw TMHEDIATE ATTENTION NF THE PRESIDENT,
. CHRIBTNRHER XREPS, BLUMENTHAL, BERGSTON, OWEN
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TAGSS ETRD v

SUBJECTE FUEL EFFICIENCY TAX ONM AUTOS

1o 1T LMDERSTANG THAT ON YEDNESDAY A MECHANISM WAS BEING CONSIDERED
FOorR apPLYING FUEL EFFICIENCY REBATES AND PENALTIES TO IMPORTED
AUTOMURILES, T UNOERSTAND PROPDSAL NOW UNDER CONSIDERATION, IT
AQULE HAVE SERIOUS aDVERSE TRANDE IMPACT ON EUROPE AND JAPAN WHIQH
EOULD HAKE TV auD SHOE CASES PALE BY COMPARISON,

2. AETIQH ALDHG THESE LLIMES WOULD SERIOLISLY UNDER”INE ALL OF: OUR.
EFFORTS TO NATAZY CNOPERATION TAMARD SUMMIT AND BEYOMD ON TRADE
IBSUER wHICH T A finy SEEKING wITH JAPANESE AND WILL: LATER SEEK
Y% ELUROPE, wE Il “AVE N0 CREDITABILITY IF 0N ONE LEVEL WE SEEK
SUCH COPERATIO TnrARD MANAGING CURRENT CONTENTIOUS TRADE
T88UEs vHILE ACTING UMILATERALLY IN A WAY wHICH WOULD DISwm
CRIMINATE AGAIAST JaPAN AND EURNPE ON ANE OF THEIR MAJOR EXRORT
ITEXS TO THE 1,8,

3, I RERNUEST THAT ~uY DECISION TO PUT THIS PROPNSAL FORWARD TO
THE COMBRESS AE OELAYED UNTIL MY RETURN TD WASHINGTON MONDAY,
APRIL 11.

SHOEBRAITH

BY
DECLASSIED
Par; Rac Project
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Fil AvEMBASSY TNAYD

T BECATATE ~afHd00 YMMEDIATE 6822
G Frpe Py A T OKYO 51068

PASS wHITE wOLBE Fow EISENSTAT AND AMB nQUEN
¥ i 11652: vy

TABS ETRL, Ja

SUBJERTE 5Tr 8THALSS YISIT YO TOKYD

1. ﬁuwHAmYL BPECTAL TRADE REPRESENTATIVE ROBERT STRAUSS MET WITH
PRIME MINISTER FUKINA) MINISTERS DF FUREIGN AFFAIRS AND MITI,
AMD QTHER SEMIOR OPFICIALS OF 60J IN PREPARATIONS FOR LONpr
ECONDMIC CONFERENCE AND RESOLUTION OF SEVERAL TRADE ISSUES,

EnD BUMMARY'

2, In RELAXED AnD CORDIAL MEETING uITH PRIME MINISTER, EMPMASIS
WAS s NEED TR AVOY RESURGENMCE OF PROTECTIONISM SUCH AS FOLLUOWED
THE FAYLURE OF THE LONDON ECONOMIC CONFERENCE OF 4933 IN WHICH PM
PARTICIPATER, RUTH RIDES AGREED THAT MAJOR EFFORTS SHOULD BE MADE
TC RESIST GROYING TRENDS TDWARDS PROTECTIONISM AND THAT A PRIMARY
NBJECTIVE nF AnTH COUNTRIES SHOULD BE 10 EXERGISE LEADERSHIP TO
REACH SURSTANTIAL RESULTS IN THE MULTILATERAL TRADE NEGOTIAe.
TINNB, PERSOVAL GREETINGS WERE EXTENDED FROM PRESIDENT CARTER TO
THE PHIME MINIGTER ANU A PERSONMAL MESSAGE WAS GIVEN TD AMBASSADOR
BTRAUSS TO AE NONVEYED TD PRESINENT CARTER FROM THE PRINE
MIMIBYER, AnTH SILESR AGREED TN REACH MUTUALLY SBATISFACTORY.
WEGOTIATED SETTLE~EMT ON TELEVISIOMS THIS MONTH S0 THAT THIS
BUESTION «0ULG BE OuUT OF THE wAY BY THE SUMMIT, IT WAS AGREED
THAT THE Bu#HIT COrrUNIUUE SHOULD HAVE VERY 3TYRONG [ANBUAGE
ABAIAST PROTECTINNISK AND IM PAVOR: OF SUBSTANTIVE PROGRESS IN

THE MTH AS THI2 wOULD BE A SIGNAL OF THE POLICIES OF THE DEVELOPED
COURTRIES,

S WFILE OUESTIONZ SELATING TO OUTSTANDING BILATERAL TRADE

I88UEY §LCH A8 QHERETES, AUTH EMISSIOM STANDARDS, STEEL, THROWN
SILK A%G CITRUS (ERF DISCUSSED WwITH SEVERAL OFFICIALS, THE
PRINCIPAL DISCUSSIOHS DURING THIS VISIT WERE QN THE SURJECTS OF
THE T8 ARD THE SUKIT SITH VICE WAINISTER YUSHINO AnD ON JAPANESE

R R K kW ok ok Nk k wow whHER COMMENT W % e W ok ww W W oW W

TRy ARR Y INU Lb
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ROLOR TELEVISINY EXPNRTS #ITH MITI VICE MINISTER MASUDA,

4, DISCUSBINNS wITH YUSHINO CENTERED Ov DRAFT COMMUNIQUE LANGUAGE
FNR THE SUKHIT 0N TRADE WHICH THE JAPANESE HAN RECEIVED PROM US
THE Day BEFnRA, Ix GENERA|, THE LANGUAGE IN OUR DRAFT PRESENTED.
THE® LITTLE PRORLEM AND THEY AGREED THAT ITY SET. THE RIGHT 'TONE,
THEY THOUGHT IT ©4&% BOTH POSITIVE AND CONSTRUCTIVE BUT WERE
CONCEANED THAT O THE MTN BOME SPECIFINS MIGHT CREATE DIFFICUk
TIES =ITH OTHER MIMISTRIES IN THWE 60J, PARTICULARLY, THE EMPHASIS
PLACED 08 ABRICULTUSE AS A PRINRITY NEGOTIATION WOULD, YOSHINO
AUTICIPATES, GE BEMSITIVE WITH THE MINISTRY OF AGRICULTURE, THEY
APPRECTATE THat (uix EHMPHASYIS I8 0N BREAKING THE AGRICULTURE DEADw
LOCA 850 THAY THE #tT+ LAN MOVE FORWARD AMD THAT WE DID NOT INTENMD
THAT ASRICULTURE sevE AHEAD DF QTHER ISSUESe=iIN FACT, WE REITERw
ATED 6UR POSITION THAT AGRICULTURE AND OTHER ISSUES SHOULD

MUVE AHEAD TOGETHER, THEY ALSD NOTED THAT TOO PRECISE LANGUAGE

O GRATN REBERVES MEGOTIATIONS WOULD GIVE THE MINISTRY QF AGRIe
CULTURE 80N4E OIFFICULTY, AT THIS POINT, HOWEVER, THEY ARE IN
GEMERAL AGREED «IT OUR DRAFT LANGUAGE AND WILL TAKE UP SPECIFIC
PROGLEMS THEY HIGHT HAVE IN THE OKEN BROUP AFTER CONSULTATION
SITHIN THE GAJ,

5. To0 DAYS OF IaTE-SIVE HISCUSSIONS On TELEVISION PROBLEM
RESULTED IN OUTLINES OF SEVERAL POSSIBLE APPROACMES TD AN AGREED
RESOLUTINN, JAPAVESRE INDICATED PREFERENCE FOR VOLUNTARY

RESTRAINT ARRANGEMENT WITH A TWOmYEAR DURATION, NO LEVEL WAS
SPECIFIED NUE TO THE ABSEMCE OF SENMIOR CABINET SECRETARY ON
EMERGENCY FISHERIES MISSION TO MOSCOW, MASUDA WAS PERSONALLY
DESIGHATED eY PRIME MINISTER TO LEAD JAPANESE SIDE, U,8, SIDE
CITED PREFERRED APPROACH OF ORNERLY MARKETING ABREEMENT PURSBLANT
TRADE ACT STATING THAT OBVIQOUS PARAMETERS WERE FIGURES WHILH
WERE IN BETWEEM THE U,.8, INDUSTRY REGUEST OF 4,3 MILLION SETS
AND 2,7 MILLIGH SETS, IN SIDE CONVERSATIONS IT APPEARED LIKELY
THAT £ ACCEPTARLE QESOLUTION OF THE PROBLEM MIGHT BE IN THE
RAMGE OF 1,8 Tn 2,4 MILLION SETS, ATHER DETAILS THAT WERE RAISED
BUT HOT DISPOSEL 0F WHICH DIVISION OF IMPORTS INTO TWO CATEGORIES,
18 INCHES A4D AROVE, AND TVS OF SMALLER DIMENSION, FOUReYEAR

DLURATION OF dwa ann RELATIONSHMIP OF AGREEMENT TO GATT, GOJ ALSOQ >
STREBSEN AUEBTION OF APPROPRIATE HANDLING OF 337 CASE IN LIGHT OF o

CONCLUSTION nF niA, ta8. INDIATED THAT THE TWO COULD NOT BE
LINKED, ’

B, IT WAS AGREED THAT FURTHER NISCUSBIONS SHOULD TAKE PLACE NEXT
WEEK TN MASHIMETO AT THE WKORKING LEVEL WITH THE HOPE THAT AN
AGREEMENT £pr RE REACHED PRINR AMBASSADOR STRAUSS! DEPARTURE
FOR EURGPE, TALXS »nULD INCLUDE wORK 0N NEFINITION OF PRODUCT(S)
Ti 98 COVERED ®Y ARPEEMENT, DISCUSSIONS IN WASHINGTON WOULD
INCLUDE EXPLORATION DF ALTERNATIVE FORMATS FOR US/G0J AGREEMENT
O COLOR TELEVISIU-8,

RECALLED ‘ o
PE 24288 PAGE vR TORS298/710¢422 DYGIUAMBRBZ. APR 77

Nuww Al O K Fo o0 E-M-T I A LunswwwsS COPY



5 E N T I A Lewewwwnd COPY :

7, PHESS GUIDANCES BOTH SIDES AGREED TWAT IN DISCUSSYONS WITH
PRESS THEY +OULD Say A WIDE RANGE OF PNSSIBILITIES POR SETYLEe
MENT OF TY ISSUE WERE DISCUSSED, PROGRESS MAD BEEN MADE AND BOTH
LOOK FPORWARD Tn A SUCCESSFUL RESOLUTION OF TH1IS ISSUE IN THE
NEXT FEV WEEXS,

TTIILTT S
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